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MEMORANDUM FOR DIRECTORS, DEFENSE AGENCIES

DEPUTY ASSISTANT SECRETARY OF THE ARMY
(PROCUREMENT)

DEPUTY FOR ACQUISITION AND BUSINESS MANAGEMENT,
ASN (RD&A) /ABM

DEPUTY ASSISTANT SECRETARY OF THE AIR FORCE
(CONTRACTING), SAF/AQC

EXECUTIVE DIRECTOR FOR LOGISTICS POLICY AND
ACQUISTITION MANAGEMENT (DLA)

QUBJECT: Price Analyses and Price Reasonableness Determinations
When Cost or Pricing Data Are Not Obtained

Lagt yvear the Department of Defense Inspector General (DoDIG)
igsued a report (Report D2001-12¢9 dated May 30, 2001) critical of
contracting officer determinations of price reasonableneggs. The
DoDIG reviewed procurement actions exempt from submission of
certified cost or pricing data. Acticns reviewed were sole-
source, competitive but with only cone bid received, or for the
purchase of commercial items. The purpose of this memorandum is
to reiterate the importance of obtaining information on the prices
at which the same or similar iftems have previously been sold,
using that informaticon to complete a thorough price analysis, and
documenting the contract file to provide an adequate explanation
of the contracting officer's determination that the price agreed
to was fair and reasonable. I am also requesting that you ensure
the performance of management reviews o©of the adequacy of price
reasonableness determinations and underlying analyses at major
buying activities.

As recently as September 1999, Parts 12 and 15 of the Federal
Acquisition Regulation (FAR) were revised to provide clearer
guidance to contracting professionals regarding obtaining and
analyzing historical pricing information necesgsary for completion
of an adeguate price analysis. Per FAR 15.403-3, the contracting
officer is responsible for obtaining infeormation adequate for
evaluating price reasonableness. Contracting professgicnals should
require contractors to provide information needed for making price
comparigsons and analyzing pricing trends, pursuant to a
determination that the proposed price is fair and reasonable.

This includes information regarding prior prices at which the item
was sold, the quantities sold, and other pertinent factg. In some
situations 1t may also be appropriate to cbtain cost information
to enable the contracting officer to analyze price ilncreases not
otherwise explainable from market research.

A



A contractor that refuses tc provide necessary information
may be rendered ineligible for award unless the Head of the
Contracting Activity determines otherwige, in accordance with FAR
15.403-3(a){4). As such, it 1s important that contractor retusals
to provide reguested pricing information receive the attenticn of
levels of management higher than the contracting officer, and that
contracting officers document the extent of thelr efforts to
obtain needed informaticn.

Prire analyses must be fully decumented in the contract file.
If circumstances compel the Government to agree to a price that
cannot be justified as fair and reascnable, those circumstances
must also be fully documented so that the price will not be used
as the basis for future price comparisons. These requirements are
not new. They remain an essential aspect of price analyses and
price reasonableness determinations, irrespective of whether the
item being bought is commercial or non-commercial.

I made a commitment te the DoDIG to identify buying
activities where DoD has the greatest exposure to potenlial
overpricing, based on the total dollar value of actions exempt
from any recuirement for submission of certified cost or pricing
data. Based on DD 350 data for FY 2001, most major buying
activities within the Military Departments and Defense Agencies
are pricing a significant amount of actions without the use of
certified data. The top twenty activities that do so are
identified on the attached list.

I also agreed with the DoDIG recommendation that greater
mangyement attention be focused on the guality of price
reasonableness determinations. We must all work together to
ensure the pricing issues raised by the DoDIG are being fully
addresged where needed. Accordingly, I request you ensure that
all major buying activities have completed a recent review of the
adequacy of contracting cfficer price reasonableness
determinations as part of Procurement Management Reviews (PMRs) or
other internal compliance reviews, or will complete one within one
year. Please provide me a list of all completed or planned PMRs
or other internal reviews that have or will include a review of
this critical function. This information should be provided to my
staff POC for this subject, Mr. Richard Brown, by April 30, 2002.
Mr. Brown can be reached by phone at 703-695-7197 or by email at
Richard.G.Brown@osd.mil. 7

it

Deidre A. Lee
Director, Defense Procurement

Attachment:
As stated
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